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SUBJECT: REPORTED NORTH KOREAN DEFAULT ON DEBTS 

REF: HONG KONG 4747 (NOTAL); BUDAPEST 1 136 (NOTAL) 

1. EMBASSY HAS RECEIVED NO REPORTS FROM MOSCOW DIPLOMATIC 
CIRCUIT OR FROM WESTERN BANKERS REGARDING NORTH KOREAN 
DEFAULT ON DOLS 200 MILLION (POSSIBLY DOLS 300 MILLION) 

DEBT MENTIONED REFTELS. SUCH DEVELOPMENTS WOULD, HOWEVER, 
BE VERY CLOSELY HELD IN SOVIET FINANCIAL CIRCLES AND IT 
WOULD BE UNUSUAL FOR ANY LEAKS TO APPEAR HERE. 

2. TWO NORTH KOREAN DELEGATIONS HAVE VISITED MOSCOW DURING 
LAST SEVERAL WEEKS AND IT IS POSSIBLE THAT SOVIET FINANCIAL 
ASSISTANCE WAS ONE OF ITEMS DISCUSSED. THIS WOULD ALSO BE 

A LOGICAL AGENDA ITEM FOR ANY POSSIBLE KIM IL SUNG VISIT 
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3. BECAUSE IT IS VERY UNUSUAL FOR A COMMUNIST GOVERNMENT TO 
DEFAULT ONDEBT PAYMENTS TO WESTERN BANKS, SOVIETS AND ALSO, WE 
BELIEVE, CHINESE MUST REGARD SUCH DEFAULT AS EXTREMELY SERIOUS 
AFFAIR AFFECTING NOT ONLY CREDIT RATINGS OF ALL "SOCIALIST" 
COUNTRIES BUT ALSO DAMAGING TO THEIR OWN PRESTIGE. 

THIS IS PARTICULARLY SENSITIVE MATTER FOR SOVIETS IN VIEW OF 
THEIR CURRENT LARGE-SCALE BORROWING FROM WESTERN COUNTRIES 
FOR THE PURCHASE OF TECHNOLOGY AND EQUIPMENT. ALTHOUGH 
NORTH KOREA IS NOT A FULL MEMBER OF CEMA IT IS AN OFFICIAL 
OBSERVER AND NORTH KOREAN OFFICIALS ATTEND ALL IMPORTANT CEMA 
MEETINGS. IT THUS HAS A GENERAL IDENTITY WITH CEMA AREA. 

4. ANY BAILING OUT OPERATIONS PERFORMED BY SOVIETS 

WILL SURELY BE ACCOMPANIED BY STRONG INSISTENCE ON CERTAIN 
NORTH KOREAN GUARANTEES. THESE COULD BE BOTH POLITICAL AND 
ECONOMIC. IN SOME RESPECTS THIS NORTH KOREAN MISADVENTURE 
COULD GIVE SOVIETS NEW POLITICAL LEVERAGE, PARTICULARLY IN 
VIEW OF MOSCOW'S RELATIVELY STRONG INTER- 
NATIONAL FINANCIAL POSITION. 
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